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LOK SABHA 


The following Bill was introduced in Lok Sabha on the 20th 
November , 1967 : 

Bill No. 157 OF 1967 
A Bill to provide in the public interest for the liquidation of cotton 

textile companies while keeping the undertakings thereof as run 
ning concerns, or for the reconstruction of cotton textile com 
panies , in certain cases and for matters connected therewith . 
WHEREAS cotton textile industry is an important industry in the 
country ; 

AND WHEREAS adequate and improved production of cloth is not 
only essential for the life of the community but also contributes in 
S the earning of foreign exchange substantially ; 

AND WHEREAS quite a large number of ancillary industries depend 
and flourish on the cotton textile industry ; 

AND WHEREAS conditions in the cotton textile industry have tend 
ed to deteriorate due to lack of modernisation and other reasons ; 
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Short 


title , 


TO 


extent 
and 
com 
mence 
ment. 


Denni 
tions, 


AND WHEREAS on account of mismanagement certain cotton textile 
mills are threatened with closure ; 

AND WHEREAS the closure of the cotton textile mills will affect 
prejudicially the production of cotton textiles and the interests of 

- - - - 
labour; 

5 
Be it enacted by Parliament in the Eighteenth Year of the 
Republic of India as follows: 

1. ( 1) This Act may be called the Cotton Textile Companies 
(Management of Undertakings and Liquidation or Reconstruction ) 
Act, 1987 . 

(2) It extends to the whole of India except the State of Jammu 
and Kashmir . 

( 3 ) It shall come into force on such date as the Central Govern 
ment may , by notification in the Official Gazette, appoint. 
2 . In this Act, unless the context otherwise requires, - 

15 
(a ) " cotton textiles" means yarn or fabrics made either 
wholly or partially of cotton ; 

(b ) " Court" means the High Court having jurisdiction in 
relation to the place at which the registered office of a textile 
company is situate ; 

( c ) " current assets" means bank balances and cash and in 
cludes such other assets or reserves as are expected to be realis 
ed in cash or sold or consumed within a short period of time 
in the ordinary course of business such as stock - in -trade , 
amounts due from sundry debtors for sale of goods and for ser - 25 
vices rendered , advance tax payments and bills receivable , but 
does not include sums credited to a provident fund , a pension 
fund , a gratuity fund or any other fund for the welfare of the ! 
employees , maintained by a textile company ; 

(a ) " current liabilities" means liabilities which must be 30 
met on demand or within a period of twelve months from the 
date they are incurred ; 


20 


65 of 1951. 


(e ) " Industries Act" means the Industries (Development 
and Regulation ) Act, 1951 ; 

(f) " prescribed " means prescribed by rules made under this 35 
Act ; 

( g ) " textile company" means a company as defined in the 
Companies Act, 1956 , engaged wholly or mainly in the manufac 
ture of cotton textiles ; 
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(h ) words and expressions used but not defined in this Act 
and defined in the Companies Act , 1956 , shall have the meanings 
respectively assigned to them in that Act. 

3 . Where the management of the undertaking of a textile com - Power of 
5 pany has been taken over under section 18A , of the Industries Act, Central 
the Central Government may , at any time during the continuance Govern 

ment to 
of such management, call for a report on the affairs and working of 

call for 
the undertaking from the person or body of persons authorised to report 

take over the management of the undertaking (hereinafter referred on the 
10 to as the authorised person ) and in submitting the report, the autho - affairs 
rised person shall take into account the inventory and the lists of and word 

ing of 
members and creditors prepared under section 7. 

managed 
4 . ( 1) If the Central Government on receipt of the report from company. 
the authorised person is satisfied that the financial condition and Decision 

of 
Is Other circumstances of the textile company are such that the textile 

Central 
company is not in a position to meet its current liabilities out of its Govern 
current assets, that Government may , if it considers it necessary or ment in 
expedient in the public interest, by order, decide that the undertak - relation to 
ing of the textile company should be sold as a running concern as he 

company . 
20 provided in section 5 and proceedings should simultaneously be 
started for the winding up of the textile company. 

(2 ) Notwithstanding anything contained in sub - section (1) , if 
the Central Government on receipt of the report from the authoris 
ed person is satisfied that 

( c ) in the public interest, or 
( b ) in the interests of the shareholders , or 

(c ) to secure the proper management of the textile com 
pany, 
it is necessary so to do , the Central Government may , by order , de 
20 cide to prepare a scheme for the reconstruction of the textile com 
pany . 

(3 ) For the removal of doubt, it is hereby declared that nothing 
contained in this section shall be construed as preventing the Cen 

tral Government from exercising the powers conferred on it by sec 
35 tion 18F of the Industries Act in respect of a textile company the 

management of whose undertaking has been taken over under section 
18A of that Act but such powers shall not be exercised after the 
making of an order under sub - section ( 1) or , as the case may be , 
under sub - section (2 ) of this section . 

5 . ( 1) The provisions hereinafter laid down shall apply where Provisions 
40 the Central Government decides that the course specified in sub - where 
section ( 1) of section 4 should be followed , namely : 

Govern 

ment 
( a ) the decision of the Central Government that the course decides 
specified in sub - section (1 ) of section 4 should be followed in to follow 
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the 
course 
specified 
in section 
4 ( 1 ) . 


relation to any textile company shall be deemed to be a ground 
specified in section 433 of the Companies Act , 1956 , for the pre 1 • 1956. 
sentation of an application for the winding up of the textile 
company; 

(b ) the authorised person shall, as soon as may be , after 5 
the decision specified in sub -section (1 ) of section 4 has been 
taken by the Central Government, present by petition an appli 
cation to the Court for the winding up of the textile company 
on the ground that in the opinion of the Central Government it 
is necessary or expedient in the public interest that while the IⓇ 
undertaking of the textile company should continue to be 
managed as a running concern , the company itself should be 
wound up ; 

( c ) the authorised person shall, in addition to discharging 
his functions of management of the undertaking as a running 15 
concern under the Industries Act, function as Official Liquida 
tor , until it is sold or purchased in pursuance of this section , in 
the winding up proceedings of the textile company as if he 
were an Official Liquidator appointed under section 448 of the 

1 of 196. 
Companies Act, 1956 , and thereafter the Official Liquidator 20 
referred to in that seciion shall function as the Official Liqui 
dator in the said proceedings ; 

(d ) the authorised person shall make a report to the Cen 
tral Government as to what should be the reserve price for the 
sale of the undertaking as a running concern , and in making 25 
such a report, he shall have regard to 

(i) the financial condition of the textile company on 
the date of the order under section 4 

( 1) as disclosed in its books of account, 

( 2 ) as disclosed in its balance -sheets and profit and 2 
loss accounts during a period of five years immediately 
before the said date ; 

( ii) the condition and nature of the plant, machinery , 
instruments and other equipment from the point of view of 
their suitability for profitable use in the running of the 35 
undertaking ; 

(iii ) the total amount of liability on account of secur 
ed and unsecured debts including overdrafts , if any , drawn 
on banks , liabilities on account of terminal benefits to the 
employees and other borrowings and liabilities of the textile 10 
company; and 


IO 


15 


SEC. 2 ] THE GAZETTE OF INDIA EXTRAORDINARY 

1107 
- - - - 
( 10 ) other relevant factors including the factor that 
the undertaking will be sold free from all encumbrances; 
and notice of such price shall be given in such manner as may 
be prescribed to the members and creditors of the textile com 
pany requiring them to make representations within a specified 
time to the Central Government through the authorised person 
and the Central Government after considering the repre 
sentations received and the report of the authorised person , de 
termine the reserve price ; 

(e ) the authorised person shall thereafter , with the per 
mission of the Court, invite tenders from the public in such 
manner as may be determined by the Court for the sale of the 
undertaking as a running concern subject to the condition that 
it will be gold to the person offering the highest price which 
shall not be less than the reserve price determined under 
clause (d ) : 

Provided that the Court shall not refuse permission if it is 
satisfied that the textile company is not in a position to meet 
its current liabilities out of its current assets ; 

(f) the undertaking shall be sold to the highest bidder as 
20 

a running concern only if the price offered by him therefor is 
not less than the reserve price ; 

(g ) where no offer of price is equal to or more than the ro 
serve price , the undertaking shall be purchased by the Contral 
Government at the reserve price ; 

(h ) the amount realised from the sale of the undertaking 
as a running concern together with any other sum which may 
be realised from any contributory , purchaser or any other per 
son from whom any money is due to the textile company shall 
be utilised in accordance with the provisions of the Companies 
Act, 1956 , in discharging the liabilities of the textile company 
and distributing the balance, if any, amongst the members of 
the company ; 

(i) in other respects , the provisions of the Companies Act , 

1956 , relating to winding up by the Court shall, as far as may 
35 

be, apply . 

(2 ) When any undertaking is sold to any person under clause 
(f) , or purchased by the Central Government under clause ( g ), of 
sub -section (1) , there shall be transferred to and vested in the pur 
chaser , free from all encumbrances , all such assets relating to the 
undertaking as are referred to in sub- clause (i) of clause (a ) of 
section 7 and existing at the time of the sale or purchase . 


30 
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Provisions 6 . ( 1) Where in any case the Central Government decides that 
where the course specified in sub - section (2 ) of section 4 should be follow 
Govern ed , it shall cause to be prepared by the authorised person a scheme 
ment 

for the reconstruction of the textile company in accordance with 
decides 
to follow 

the provisions hereinafter contained and the authorised person shall , 
the 

submit the same for its approval. 
course 
specified 

(2 ) The scheme for the reconstruction of the textile company 
in sec 

may contain provisions for all or any of the following matters, 
tion 
4 ( 2 ) . 

namely : 

(a ) the constitution , name and registered office , the capi- 10 
tal, assets , powers , rights , interests , authorities and privileges , 
the liabilities, duties and obligations of the company on its re 
construction ; 

( b ) any change in the Board of directors, or the appoint 
ment of a new Board of directors of the company, on its recon - 15 
struction and the authority by whom , the manner in which and 
the other terms and conditions on which , such change or ap 
pointment shall be made and in the case of appointment of a 
new Board of directors or of any director , the period for which 
such appointment shall be made ; 

20 
(c ) the vesting of controlling interest in the reconstructed 
textile company in the Central Government either by the appoint 
ment of additional directors or by the allotment of additional 
shares; 

( d ) the alteration of the memorandum and articles of 25 
association of the company on its reconstruction to give effect to 
such reconstruction ; 

( e ) subject to the provisions of the scheme, the continua 
tion by or against the company on its reconstruction of any 
action or proceedings pending against the company immediate 
ly before the date of its reconstruction ; 

(f) the reduction of the interest or rights which the mem 
bers and creditors have in or against the company before its re 
construction to such extent as the Central Government may 
consider necessary in the public interest or in the interests of 2 
the members and creditors or for the maintenance of the busi 
ness of the company: 

Provided that nothing contained in this clause shall be 
deemed to authorise the reduction of the interest or rights of 
any creditor ( including Government) in respect of any loan 40 
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20 


or advance made by that creditor to the company after the date 
on which the management of the undertaking of the company 
has been taken over under section 18A of the Industries Act; 

( g ) the payment in cash or otherwise to the creditors in 
full satisfaction of their claim , 

(i) in respect of their interest or rights in or against 
the company before its reconstruction ; or 

( ii) where their interest or rights aforesaid in or 
against the company has or have been reduced under 
clause (f) , in respect of such interest or rights as so re 
duced ; 

(h ) the allotment to the members of the company for shares 
held by thom therein before its reconstruction (whether their 
interest in such shares has been reduced under clause ( f) or not ], 
of shares in the company on its reconstruction and where it is 
not possible to allot shares to any members, the payment in cash 
to those members in full satisfaction of their claim 

(i) in respect of their interest in shares in the company 
before its reconstruction , or 

(ii) where such interest has been reduced under clauso 
(f), in respect of their interest in shares as so reduced ; 

(i) the offer by the Central Government to acquire by nego 
tiations with the members of the company their respective 
shares on payment in cash to those members who may volunteer 
to sell their shares to the Central Government in full satisfac . 
tion of their claim --- 

(i) in respect of their interest in shares in the company 
before its reconstruction , or 

(ii) where such interest has been reduced under clause 
(f) , in respect of their interest in shares as so reduced ; 

( ) the conversion of any debentures issued by the com 
pany after the taking over of the company under section 18A 
of the Industries Act or of any loans obtained by the company 
after that date or of any part of such debentures or loans, into 
Bhares in the company and the allotment of those shares to such 
debenture-holders or creditors , as the case may be ; 

(k ) the increase of the capital of the company by the issue 
of now ishares and the allotment of such now shares to the Cen 
Aral Government; 
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(1) the continuance of the services of such of the em 
ployees of the company as the Central Government may specify 
in the scheme in the company itself on its reconstruction on 
such terms and conditions as the Central Government thinks Alt; 

(m ) notwithstanding anything contained in clause (1) , where 5 
any employees of the company whose services have been con 
tinted under clause ( 1) have, by notice in writing given to the 
company at any time before the expiry of one month next fol. 
lowing the date on which the scheme is sanctioned by the Court , 
intimated their intention of not becoming employoes of the com - 10 
pany on its reconstruction , the payment to such employees and 
to other employees whose services have not been continued on 
the reconstruction of the company, of compensation , if any, to 
which they are entitled under the Industrial Disputes Act, 1947 
and such pension , gratuity , provident fund and other retirement 15 
benefits ordinarily admissible to them under the rules or authori. 
sations of the company immediately before the date of its reçons . 
truction ; 

(n ) any other terms and conditions for the reconstruc 
tion of the company; 

20 
(o ) such incidental, consequential and supplemental mat 
ters as are necessary to secure that the reconstruction shall be 
fully and effectively carried out . 

( 5) (a ) A copy of the scheme as approved by the Central Gov 
ernment shall be sent in draft to the company and to the creditors 25 
thereof for suggestions and objections, if any, within such period 
as the Central Government may specify for this purpose , 

(b ) The Central Government may make such modifications, if 
any, in the draft scheme as it may consider necessary in the light 
of the suggestions and objections received from the company and 30 
from any members or creditors of the company. 

(4 ) The scheme shall thereafter be placed before the Court for 
ity sanction and the Court if satisfied that the scheme is in the pub 
lic interest or in the interests of the shareholders or for securing 
the proper management of the company and that the scheme is 35 
designed to be fair and reasonable to the members and creditors of 
the company, may , after giving an opportunity to the company and 
to its members and creditors of showing cause , sanction the scheme 
without any modification or with such modifications as it may con 
sider necessary . 

40 
(5 ) The scheme as so sanctioned by the Court shall come into 
force on such date as the Court may specify in this behalf: 
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Provided that different dates may be specified for different pro 
visions of the scheme, 

(6 ) The sanction accorded by the Court under sub -section (4 ) 
shall be conclusive evidence that all the requirements of this slec 
$ tion relating to the reconstruction of the company have been com 

plied with , and a copy of the sanctioned scheme certified by the 
Court to be a true copy thereof, shall, in all legal proceedings 
(whether original or in appeal or otherwise ) , be admitted as evi 
dence to the same extent as the original scheme, 


(7 ) On and from the date of the coming into operation of the 
scheme or any provision thercof, the scheme or such provision shall 
be binding on the company and also on all the members and other 
creditors and employees of the company and on any other person 

having any right or liability in relation to the company, 
15 (8 ) On the coming into operation of the scheme or any provi 

sion thereof, the authorised person shall cease to function , and the 
management of the reconstructed company shall be assumed by 
the Board of directors as provided in the scheme. 

(9 ) Copies of the scheme shall be laid before each House of Par 
20 liament, as soon as may be , after the scheme has been sanctioned 
by the Court. 

(10 ) The provisions of this section and of any scheme made 
thereunder shall have effect notwithstanding anything contained 

in sections 391 to 394A ( both inclusive) of the Companies Act, 
25 1956 . 


1 of 1950 . 


7 . For the purposes of this Act , the authorised person shall, as Prepara 
soon as may be after taking over the management of the undertak - tion of 

wat inven 
ing of a textile company under section 18A of the Industries Act, 

tory of 
( a ) prepare a complete inventory of 

assets 

and 
30 

(i) all property , movable and immovable, including liabllities 
lands, buildings, works, workshops, stores, instruments, and 
plant, machinery , automobiles and other vehicles , stocks of 

members 
yarn , thread , cloth or fabric , in course of production , 
storage or transit , raw materials , chemicals , dyes , cotton , credl 
cash balances , cash in hand , deposits in bank or with any tors, of 
other person or body or on loan , reserve funds, investments a mana 
and book debts and all other rights and interests arising out & 
of such property as were immediately before the date of 
taking over of the undertaking in the ownership , posses 
sion , power or control of the textile company , whether 
within or without India , and all books of account, registers, 
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maps, plans, sections, drawings, records, documents or titles 
of ownership of property , and all other documents of what 
ever nature relating thereto ; and 


(1 ) all borrowings, liabilities and obligations of what 
ever kind of the textile company including liability on 
account of terminal benefits to its employees subsisting 
immediately before the said date ; 


5 


- 


(b ) prepare separately a list of members, and a list of cre 
ditors , of such textile company as on the date of taking over 
of the management of the undertaking showing separately in lo 
the list of creditors , the secured creditors and the unsecured 
creditors: 


- 


- 


! Provided that where the management of the undertaking of a 
textile company has been taken over under the said section 18A 
before the commencement of this Act, the aforesaid functions shall 15 
be performed by the authorised person within six months from 
such commencement. 


Stay of 


other 
proceed 
ings . 


8 . In the case of a textile company in respect of which an order 
under section 4 has been made , no suit or other legal proceeding 
shall be Instituted or continued against the textile company except 20 
with the previous permission of the Central Government or any 
officer or authority authorised by that Government in this behalf. 


Protection 
of action 
taken in 
good 
taith 


9. ( 1) No suit, prosecution or other legal proceedings shall lie 
against the Central Government, the authorised person or any 
officer or authority for anything which is in good faith done or in - 25 
tended to be done in pursuance of this Act or any rule , order , noti 
fication or scheme made thereunder , 

(2 ) No suit or other legal proceedings shall lie against the Cen 
tral Government, the authorised person or any officer or authority 
for any damage, loss or injury caused or likely to be caused by 30 
anything which is in good faith don e or intended to be done in pur 
suance of this Act or any rule , order , notification or scheme made 
thereunder . 


make 
ruler 


10 . ( 1) The Central Governmentmay , by notification in the Om 
cial Gazette , make rules to carry out the purposes of this Act. 

35 
(2 ) Every rule made by the Central Government under this 
Act shall be laid , as soon as may be after it is made , before each 
House of Parliament while it is in session for a total period of 
thirty days which may be comprised in one session or in two suc 
cessive sessions, and if, before the expiry of the session in which 40 
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it is so laid or the session immediately following , both Houses 
agree in making any modification in the rule or both Houses agree 
that the rule should not be made, the rule shall thereafter have 

effect only in such modified form or be of no effect, as the case may 
5 be; so , however , that any such modification or annulment shall be 
without prejudice to the validity of anything previously done un 
der that rule . 


emoyo 


11. (1 ) If any difficulty arises in giving effect to the provisions Po 
of this Act, the Central Government may , by order published in the 

difficul 
10 Official Gazette , make such provisions, not inconsistent with the 

ties . 
provisions of this Act, as appear to it to be necessary or expedient 
for the removal of the difficulty : 


Provided that no such order shall be made after the expiration 
of three years from the commencement of this Act. 
15 (2 ) Every order made under sub -section ( 1 ) shall be laid , ag 

soon ay may be after it is made , before each House of Parliament. 
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STATEMENT OF OBJECTS AND REASONS 
The cotton textile industry provides one of the basic necessities 
of life and affords gainful employment to millions of people . Over 
the last few years, this vital industry has been passing through diffi 
cult times. Some mills have already had to close down and the con 
tinuing economic operation of many others is beset with serious diffi 
culties. These difficulties have been aggravated in many cases by 
the heavy burden of past debts. The taking over of the management 
of these mills for a limited time and then restoring them to the origi 
nal owners has not remedied the situation . Steps are , therefore , 
necessary to bring about a degree of rationalisation of the financial 
and managerial structure of such units with a view to their rehabili 
tation , so that production and employment may not suffer. 

2 . While keeping such financially weak textile mills in operation , 
the provisions contained in the Bill enable Government to consider 
their compulsory liquidation or their reconstruction , 

3. Where liquidation is called for, provision has been made for 
the sale of the undertaking concerned as a running concern at or 
above a reserve price which will be fixed by Government after taking 
into account the financial condition of the companies and other rele . 
vant factors . If no satisfactory offer is received , the undertaking 
will be purchased by Government at the reserve price fixed by it . 

4 . Where reconstruction is appropriate , Government would pre 
pare a suitable scheme for the purpose . Such a scheme may , inter 
alia , provide for the appointment of a new Board of Directors , the 
reduction of the interests or rights of the members and creditors 
and for the acquiring of controlling interest in the company by Gov 
ernment. Any loans and advances made to the Company after the 
Government has started running the undertaking would not how 
ever be subject to reduction , 


DINESH SINGH 


NEW DELHI; 
The 4th November, 1967. 


PRESIDENT S RECOMMENDATION UNDER ARTICLE 117 OF 

THE CONSTITUTION OF INDIA 
Copy of letter dated the 9th November, 1967, from Shri Dinesh 
Singh , Minister of Commerce to the Secretary , Lok Sabha ) 

The President having been informed of the subject matter of the 
Cotton Textile Companies (Management of Undertaking and Liqui 
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dation or Reconstruction ) Bill, 1967, recommends, under clause (3) 
of article 117 of the Constitution , the consideration of the Bill in Lok 
Sabha , 
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FINANCIAL MEMORANDUM 


Under the Cotton Textile Companies (Management of Undertak 
ings and Liquidation or Reconstruction ) Bill , 1967, powers are sought 
to be taken by the Central Government for the purchase of under 
takings of textile companies under certain conditions or for acquir 
ing of controlling interest in such companies on reconstruction . 


2. Clause 5 ( 1) ( g ) read with clause 4 ( 1 ) of the Bill provides for 
action being taken simultaneously for the liquidation of financially 
weak textile companies and for sale of the undertakings concerned at 
or above a reserve price fixed by Government, by inviting tender , 
from the public . Where no offer of price equal to or more than the 
l eserve price is received , the undertaking will be purchased by Gov 
ernment at the reserve price . 


3 . Under clause 6 of the Bill read with clause 4 ( 2 ) , Government 
may in suitable cases decide to reconstruct textile companies, the 
scheme for which will, among other things , provide for Government s 
acquiring controlling interest in the reconstructed companies. 


4 . The actual take over of any unit prior to its liquidation or re 
construction would depend on a number of factors such as the gene 
lal economic situation , the economic viability of a particular unit 
and the public interest involved in such take over as well as the 
availability of resources for doing so . It is not practicable, therefore , 
to forecast with any degree of certainty the amount of funds that 
would be required for the purpose of implementing on a case -to -case 
basis, the powers conferred by this Bill. It is, however , estimated 
that a sum not exceeding Rs. 2 crores would be required for this pur 
pose during the remainder of the current financial year and of Rs. 5 
to 10 crores annually thereafter . Since the operative provisiong of 
the legislation proposed are permissive , and not mandatory , it is 
possible for Government to regulate the number of cases handled 
and to keep the expenditure within limits. In any case , no such 
expenditure will be incurred without due appropriation made by 
Parliament from time to time in this behalf. 
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MEMORANDUM REGARDING DELEGATED LEGISLATION 


Under clause 6 (1 ) of the Bill the Central Government shall 
cause to be prepared by the authorisecl person a scheme for the re 
construction of a textilc company in accordance with the provisions 
contained in clause 6 (2 ) . The matters in respect of which the 
scheme will be made will vary from textile company to textile com 
pany. These matters are matters of detail, 

2 . Clause 10 empowers the Central Government to make rules to 
give effect to the provisions of the Bill when enacted. The rules, if 
any, will be confined to matters of procedure and other matters of 
minor detail relating to the enforcement of the provisions of this 
Bill. 

3. The proposed delegation of legislative powers is of a normal 
character . 


S . L . SHAKDHER , 

Secretary . 


- - 


- 
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